October 2021 Revenue Forecast - Transit Payroll Tax, Vehicle Privilege
Tax, Vehicle Use Tax, and Bike Excise Tax

Background

The 2017 Oregon Legislature passed House Bill 2017, marking a significant investment in transportation
to promote a clean environment, strong communities with good quality of life, a vibrant economy with
good jobs, and safe, healthy people. This effort is referred to as Keep Oregon Moving. In addition to
increasing the traditional Highway Fund taxes and fees, three new taxes were introduced to provide
additional funding for Keep Oregon Moving:

1. Statewide Transit Payroll Tax for investments in public transportation.

2. Vehicle Privilege Tax (on new vehicles purchased and registered in Oregon) dedicated to the
Connect Oregon program and to promote electric vehicle sales. New vehicles purchased outside
of Oregon and registered in Oregon are subject to a similar tax called Vehicle Use Tax. However,
these funds go to Highway Fund and thus are treated as a separate line item.

3. Bike Excise Tax also dedicated to the Connect Oregon program to provide grants for bicycle and
pedestrian projects.

The Vehicle Privilege/Use Tax and Bike Excise Tax were implemented in January 2018. The Transit
Payroll Tax went into effect in July 2018.

This document provides revenue forecasts through Fiscal Year 2027 for all three of these new tax
programs. Summary of the Net Tax Revenue forecast to ODOT (total revenue minus collection costs
minus transfer of privilege tax funds to Department of Environmental Quality [DEQ]) by tax program is
provided in Table 1 below. Table 2 at the end of this publication provides a more detailed look at the
total tax collections, collection costs, transfers to DEQ, and net tax revenues to ODOT. Forecasts are
based on accrual method (period for which tax is due) rather than cash method (cash collected and
available for distribution). The most significant update relative to the April 2021 forecast is the
legislature extending the DEQ transfers beyond January 1, 2024, House Bill 2165 (2021).

Table 1: Net Tax Revenues to ODOT by Tax Program (Millions of Dollars)

Actual Forecast
2] 2]] 2] 2]]
2019-21 2021-23 2023-25 2025-27

TRANSIT TAX $206.7 $235.3 $261.8 $287.1
VEHICLE PRIVILEGE TAX $33.9 $41.5 $44.7 $47.1
VEHICLE USE TAX $13.5 $18.6 $19.9 $20.6
BIKE EXCISE TAX $1.6 $1.7 $1.7 $1.7
TOTAL NET TAX REVENUE $255.7 $297.1 $328.0 $356.5

Note: Individual amounts may not add up to the total due to rounding.
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https://olis.oregonlegislature.gov/liz/2021R1/Measures/Overview/HB2165

Transit Payroll Tax

Transit Payroll Tax, the largest of these taxes, is a statewide payroll tax. The tax, at the rate of one-tenth
of one percent, is imposed on the wages of employees who are Oregon residents regardless of where
they work as well as residents of other states who work in Oregon. The revenue from this tax will
primarily be shared with the transit agencies in Oregon. The vast majority, 90 percent, will be distributed
by formula to statutorily defined Qualified Entities.

At a gross level, the current forecast method is a simple one because we have limited historical data to
help predict future revenues. Payroll data from The Oregon Employment Department (OED) is multiplied
by growth rates from the Oregon Office of Economic Analysis (OEA) forecasted growth in Oregon wages
and salaries. These values are multiplied by the payroll tax rate to produce the estimated gross quarterly
payroll tax, which assumes that OED payroll is equivalent to the total transit payroll tax liability.

However, since these are two different payroll programs, the payroll totals will likely not be completely
comparable. To adjust for this, a ratio was created measuring the share of transit payroll tax liability to
total OED payroll. The ratio is about 97 percent. Another feature of this data is that the most recent
actuals will continue maturing as entities pay past due tax. Because of this, some of the most recent
historical data might still change and should be viewed as preliminary and not final. The forecast has
been tracking well against the actuals. The current forecast is slightly higher for the current and next
biennia, mainly due to a stronger recovery from the COVID-19 pandemic impact.

Figure 1. Transit Payroll Tax Collections - Forecast Comparison (Quarterly Collections, Accrual)
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Vehicle Privilege and Use Taxes

Vehicle Privilege and Use Taxes only apply to manufacturer or dealer vehicle sales: private vehicle sales
are excluded. The tax amount of 0.5 percent of vehicle’s sale price is assessed on the following vehicle
types: passenger vehicles, trucks, trailers (except 1,800 Ibs. or less), travel trailers, motor homes,
campers, motorcycles, mopeds, buses, bus trailers, and fixed load trailers. Only vehicles with odometer
reading of 7,500 miles or less (if there is an odometer) and gross vehicle weight rating of 26,000 lbs. or
less are subject to this tax. If the sale occurred in Oregon, the vehicle dealer is required to pay the
Privilege Tax. If an Oregon resident purchases a new vehicle out-of-state they would pay the Use Tax.
The rates are the same for both taxes. The nuance is that Use Tax revenue is Highway Fund revenue
while Privilege Tax revenue is dedicated to the Connect Oregon and electric vehicle rebate programs.

Typically, the forecast is developed using DMV’s forecast for New Light Vehicle Titles. However, due to
DMV office closures back in March/April of 2020 from the COVID-19 pandemic, and a consequent
backlog of title transactions, this series have not been very reliable for forecasting vehicle privilege and
use taxes. DMV anticipated catching up on the backlog by the end of summer of 2021, but the
uncertainty about the backlog remains. In the meantime we are using other methods to estimate vehicle
privilege and use taxes, including using limited history that we have so far compiled. First, the quantities
of subject vehicles are forecasted. Second, the total revenue collections are estimated by multiplying the
guantity by the price using National Average Light Vehicle Price forecast from IHS Markit. Third, the total
dollar amount from the previous two steps is multiplied by the tax rate of 0.5 percent.

Figure 2 below compares the current forecast with our previous (April 2021) forecast for Vehicle
Privilege Tax, and Figure 3 shows the forecast comparison for Vehicle Use Tax. The expected revenues
for fiscal year 2022 and beyond are higher than previously forecasted due to a stronger new light vehicle
sales forecast, higher average vehicle sales prices, and an improved overall economic outlook. Vehicle
supply delays present risks to the timing of these improvements, but consumer savings and demand for
vehicles continue to appear strong, which supports the upward adjustment of the forecast.

Table 2 provides a summary of expected total revenues, collection costs, transfers to DEQ (for electric
vehicle rebates and promotions), and net revenues to ODOT. Collection costs have been consistent and
are expected to remain stable. Recent legislation (HB 2165) extended the $12 million transfer each
calendar year of Vehicle Privilege Tax to DEQ past January 1, 2024. Our current forecast for net revenues
to ODOT accounts for this change.
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Figure 2. Vehicle Privilege Tax - Forecast Comparison (Quarterly Collections, Accrual)
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Figure 3. Vehicle Use Tax - Forecast Comparison (Quarterly Collections, Accrual)
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Bike Excise Tax

The Oregon bicycle excise tax is a flat tax of $15, collected at the point of sale starting January 1, 2018.
Revenue from the bicycle excise tax goes into the Multimodal Active Transportation Fund to provide
grants for bicycle and pedestrian transportation projects. This tax initially applied to bicycles with a
wheel diameter of 26-inches or larger and excluded electric-assist bicycles. However, during the 2018
Legislative Session, these restrictions were removed (HB 4059) and now all new bicycles of $200 and
higher are subject to the tax. While the tax is a liability of the purchaser, the seller is ultimately
responsible for collecting it, filing quarterly returns with Department of Revenue, and making payments.

The forecast is developed using historical data from the Department of Revenue and Oregon population
growth rates. There was an unexplained increase in bicycle sales in the second quarter of 2020. We were
not expecting any big impacts to this forecast due to COVID-19, however, to our surprise, we found a big
positive impact. It is too early to know if this increase was a result of COVID-19 pandemic or if this is due
to increased reporting, stimulus money people received, or a beginning of a new trend (Figure 4). Future
data will provide more answers and insights into this forecast. The overall current forecast is a bit
stronger than the previous forecast.

Figure 4: Bicycle Excise Tax Collections - Forecast Comparison (Quarterly Collections, Accrual)
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Collection costs for the Bike Tax program are small, scaled to the revenue collected. Although like the
other taxes, fiscal years 2018 and 2019 experienced some one-time costs that bumped up collection

costs for those years. Going forward, we expect collection costs to average $44,000 per year through
FY2027.
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Summary

In summary, net tax revenues to ODOT for all three taxes totaled $255.7 million during the 2019-21
biennium. For 2021-23 biennium we anticipate a net revenue of $297.1 million, which is 6.3 percent
(517.5 million) more than the April 2021 forecast. Revenues for 2023-25 biennium are down 2.8 percent
(-$9.5 million) compared to the previous forecast and revenues for 2025-27 biennium are down 4.0
percent. This downward revision is driven by HB2165 (2021) which removed the 2024 sunset on the $12
million transfer to DEQ.

Table 2: Total & Net Tax Revenues (Millions of Dollars)

Actual Forecast Actual Forecast
FY FY FY FY FY FY FY FY BI BI BI BI
" 2020 " 2021 " 2022 " 2023 " 2024 " 2025 " 2026 " 2027 2019-21 2021-23  2023-25 2025-27

TAX COLLECTIONS

TRANSIT TAX $1046  $1092 $1174  $1250 $1315  $137.9  $1443  $1510 $213.78  $24239  $26941  $295.27

VEHICLE PRIVILEGE TAX $264  $323  $330  $333  $345  $351  $356  $365 $5872  $66.30  $6952  $72.05

VEHICLE USE TAX $6.0 $7.8 $9.3 $97  $100  $102  $103  $106 $1381  $1894  $2023  $20.97

BIKE EXCISE TAX $0.8 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $0.9 $1.68 $1.74 $1.76 $1.78
TOTAL TAX COLLECTIONS $137.8  $150.2 $160.6 $1688 $1769 $1840 $191.1 $199.0 $288.0  $3294  $360.9  $390.1
Change from Previous Forecast $0.6 $2.4 $7.3 $10.0 $8.1 $6.1 $4.8 $4.2 $3.0 $17.3 $14.2 $9.0
COLLECTION COSTS:

TRANSIT TAX $36 $35 $35 $3.6 $3.7 $3.9 $4.0 $4.2 $7.12 $7.12 $7.63 $8.17

VEHICLE PRIVILEGE TAX $0.4 $0.4 $0.4 $0.4 $0.4 $0.4 $0.4 $05 $0.78 $0.79 $0.85 $0.91

VEHICLE USE TAX $0.2 $0.2 $0.2 $0.2 $0.2 $0.2 $0.2 $0.2 $0.31 $0.32 $0.34 $0.36

BIKE EXCISE TAX $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.08 $0.08 $0.09 $0.09
TOTAL COLLECTION COSTS $4.2 $4.1 $4.1 $4.2 $44  $45 $4.7 $4.8 $8.3 $8.3 $8.9 $9.5
TRANSFER TO DEQ:

VEHICLE PRIVILEGE TAX $120  $120  $120  $120  $120  $120  $120  $120 $240  $240  $240  $240
NET TAX REVENUES TO ODOT

TRANSIT TAX $1010  $1057  $1139  $1213  $127.8  $1340  $1403  $146.8 $206.7  $2353  $261.8  $287.1

r r r r r r r r

VEHICLE PRIVILEGE TAX $140  $200  $206  $209  $220  $226  $231  $240 $339 $415 $44.7 $47.1

VEHICLE USE TAX $5.9 $7.6 $9.1 $9.5 $99  $100  $102  $104 $135 $186 $19.9 $20.6

BIKE EXCISE TAX $0.8 $0.8 $0.8 $0.8 $0.8 $0.8 $0.8 $0.8 $1.6 $1.7 $1.7 $1.7
TOTAL NET REVENUES TOODOT ~ $121.6 $134.1 $1445 $1526 $1605 $167.5 $174.4 $182.1 $255.7  $297.1  $3280  $3565
PRIOR FORECAST NET TAX REVENUES

TRANSIT TAX $1010  $1046 $1089 $1148 $1225 $1300 $137.2  $1446 $2056 ~ $2237  $2525  $2819

VEHICLE PRIVILEGE TAX $135  $186  $180  $176  $3L2  $323  $3B1  $338 $320 $35.6 $635 $66.9

VEHICLE USE TAX $5.8 $7.8 $9.4 $9.2 $97  $101  $103  $105 $135 $18.6 $19.8 $20.9

BIKE EXCISE TAX $0.8 $0.8 $0.8 $0.8 $0.8 $0.8 $0.8 $0.8 $15 $1.6 $1.6 $1.7
CHANGE FROM PRIOR FORECAST

TRANSIT TAX $0.0 $1.1 $5.0 $6.6 $5.2 $4.0 $3.0 $2.2 $1.1 $116 $9.2 $5.2

VEHICLE PRIVILEGE TAX $0.5 $1.4 $26 $32 %91 -$97  $100  -$9.8 $1.9 $59  -$188  -$19.7

VEHICLE USE TAX $0.1 02  -$03 $0.3 $01 01 -$0.2 %01 $0.0 $0.0 $0.1 -$0.3

BIKE EXCISE TAX $0.0 $0.1 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.1 $0.0 $0.0 $0.0

Note: Individual amounts may not add up to the total due to rounding.
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